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SPAIN - KEY ECONOMIC INDICATORS 
All values in million of current U.S. dollars unless otherwise stated. 


Average Exchange Rates: US $1.00 = Ptas. 71.70 (1980); and Ptas. 92.32 (1981); 
and Ptas. 101.22 (1982-first quarter) 


% Change Available Data 
INCOME, PRODUCTION, EMPLOYMENT 1980 1981 1981/80 ___1982 

GDP at Current Prices 210, 263 185,526 13 
GDP at Constant (1970) Prices 53,524 53,685 0 
Per Capita GDP at Current Prices (US$) 5,624 4,923 12 
Industrial Production Index (1972=100) 132.5 131.3. -l. 
Housing under Construction 

End of Period (thousands) ........ 298.9 299.3 N/A 
Index of Average Hourly Wages 

DTU IONS sas ones ss ees os 805.0 935.8 N/A 
Labor Force (thousands) : 12,860 12,919 12,956 

Unemployment (thousands) 1,620 1,988 2,063 

Unemployment rate (%). 12.6 15.4 - 15.9 


6 a/ 188,309 
°3 54,490 
of af 4,948 
1 130.0 


MONEY AND PRICES (end of period) 


Money Supply (M-3) (billions of pesetas) 11,644 

Central Bank Discount Rate 8.0 
Consumer Price Index (1976=100) 223.7 
Industrial Price Index (1974) 247.8 


BALANCE OF PAYMENTS AND TRADE 


Gold and Foreign Exchange Reserves.. 12,358 15,337 
External Debt (Public & Private) 23,719 27,205 
EXPOrts, FOB. ccccccccces 20,581 20,586 
U.S. Share (%) : 5.5 6.7 
EEC Share ($%) 49.5 43.0 
Imports, 34,666 S39 04 
U.S. Share (%) = 1352 13.9 
EEC Share (%) 30,7 29.0 
Trade Balance -11,725 -10,115 
Current Account Balance -5,041 


MAIN IMPORTS FROM U.S. : Soybeans and Meal, 602.33; Corn, 651.4; 
Aircraft and Parts, 1 Iron & Steel Scrap, 163.7; Tobacco, 159.7; 
Organic Chemicals, + Coal, 207.63 and Data Processing Equipment, 119.3. 


MAIN EXPORTS TO U.S. (1980): Footwear, 165.8; Canned Vegetables, 107.3; 
Tires, 55.5; Aircraft and Parts, 26.5; Wine & Vermouth, 30.5; 
Iron & Steel Sheets, 35.0; Motor Vehicle Parts, 23.0; and Books, 14.5. 


NOTES: a) Percentage changes are made using actual peseta amounts since exchange rate 
fluctuations make changes in dollar amounts misleading; 
b) Embassy estimate; c) Feb-1982; d) Mar. 1982; e) Apr. 1982. 


MAJOR SOURCES: Bank of Spain's Annual Report and Statistical Bulletin; National Statistics 
Institute's National Income Accounts, Survey of Active Population, and 
Current Economic Indicators; and Ministry of Economy and Commerce's Trade 
Statistics. 





SUMMARY 


The Spanish economy is in the midst of a difficult period of 
adjustment. The movement from a low-wage, cheap-energy, labor 
intensive industrial structure to a structure better capable of 
coping with the demands of the current world economic 
environment, characterized by high-cost energy and capital and 
the increasing obsolescence of the existing industrial base. 
Spain has begun to make great strides in this adjustment 
process. One unfortunate evidence of this progress is the huge 
loss of jobs to the economy since 1974. More positive 
indications include rising productivity, reduced dependence on 
imported energy, and increased service exports to 
nontraditional markets. Growth has been stagnant and inflation 
high; however, these are symptoms of a malady which infected 
the entire industrialized world during the 1970's, the 
adjustment to drastically higher energy and capital costs. 
These symptoms, perhaps, were more virulent in Spain because 
its economy was relatively weaker than those of other 
industrialized nations. The structural adjustment to overcome 
this economic malady is not easy and exacts huge social costs. 
Spain, however, has begun to make the difficult choices needed 
for recovery and has the intellectual and material resources 
needed to accomplish its task. 


RECENT TRENDS 


Following a decade (1965-1974) in which it was the second 
fastest growing industrialized country in the world (averaging 
annual growth rates of 7 percent in real terms), Spain has 
suffered 9 consecutive years of double-digit inflation, 7 years 
of stagnant economic growth and 5 years of skyrocketing 
unemployment. After peaking at 26.4 percent in 1977, inflation 
declined gradually to 14.4 percent in 1981. Real growth in 
gross domestic product (GDP) was 0.1 percent in 1981, the 
lowest rate of growth registered since 1960. Over the past 7 
years, Spain's annual average growth rate was a dismal 1.7 
percent. One must point out, however, that throughout the past 
two turbulent decades, the Spanish economy has avoided falling 
into a recession, as has happened more than once in most other 
industrialized countries. 


Maintaining positive rates of economic growth was not without 

its social costs, however. Since 1974 the Spanish economy has 
eliminated 1.8 million jobs. There were fewer people employed 
in 1982 than there were 30 years earlier in 1952. As could be 
expected from the foregoing, the rate of unemployment ballooned 
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from 3 percent in 1974 to 15.9 percent in early 1982, with more 
than 2 million Spaniards looking for work. Employment 
prospects have been so bleak that since 1979 the number of 
Spaniards dropping out of the labor force has exceeded those 
joining it. 


Despite the difficult social burden resulting from the massive 
loss of jobs, there are positive aspects to this situation. 
The Spanish economy has increased output with substantially 
fewer workers due to productivity gains averaging 4 to 5 
percent a year over the past 5 years. The huge loss of jobs 
and the rapid rise in productivity are indications that the 
Spanish economy is adjusting to changing world market 
conditions brought about by high energy prices and, more 
recently, the high cost of borrowed capital. 


The Government's economic policies are directed toward 
gradually wringing inflation from the economy by a combination 
of an incomes policy geared to a slight reduction in real wages 
and a monetary policy which targets gradual contraction of the 
rate of increase in the basic money supply. At the same time, 
fiscal policy has been expansionary due primarily to higher 
outlays for social welfare benefits. This has been necessary 
to deal with the burgeoning army of unemployed and to stimulate 
further public sector investment which in turn provides the 
infrastructure needed for industrial reconversion and to 


stimulate job creation. The basic contradiction between a 
stimulative fiscal policy and a restrictive monetary policy (a 
policy mix which exists in many industrialized countries) has 
led to the economic stagnation Spain has suffered for the past 
several years. 


Although the Spanish economy has already undergone significant 
structural reforms to increase its competitiveness in world 
markets, more are needed. Spain's projected entry into the 
European Communities (EC) has served as a lever for the 
Government to induce many aging industrial sectors to put 
themselves on a more competitive footing. The Government is 
providing considerable assistance in this process by the 
granting of subsidies to sustain the sectors while 
reorganization takes place. Although the timetable for Spain's 
EC entry may be delayed beyond the original 1984 target date, 
due primarily to a number of negotiating difficulties with the 
EC, the industrial restructuring program will not be delayed 
since it is needed for Spain to compete in world markets 
regardless of its relationship with the EC. 
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This industrial adjustment program, along with the continued 
implementation of Spain's National Energy Plan, which is 
designed to shift Spain's overwhelming dependence on imported 
petroleum to increased use of coal and nuclear power, will 
provide excellent opportunities for U.S. export sales and 
investment. Spain is especially interested in investment which 
brings with it modern technology and management know-how, and 
the Government can provide attractive incentives to firms which 
can provide these services. 


CURRENT ECONOMIC SITUATION 
GROWTH 


Economic growth in Spain during 1981 was not significantly 
different from zero. The real increase in gross domestic 
product was 0.1 percent, the lowest rate of growth registered 
since 1960, when there was negative growth. (All percentage 
changes in this section are expressed in real terms, i.e. after 
discounting for inflation.) A primary contributor to 1981's 
dismal economic performance was an 11 percent plunge in 
agricultural output due to a combination of drought, untimely 
frosts, and scorching heat. Industrial output continued its 
virtual stagnation, registering an increase of only 0.2 
percent, the third consecutive year that industrial production 
has grown by less than 1 percent. Construction fell by 1 
percent in 1981, marking the seventh year of declining activity 
in this sector. The services sector grew by 1.6 percent due to 
a banner year in the tourism subsector. The economic stimulus 
provided by more than 40 million tourist arrivals in 1981 more 
than offset the decline registered in production-related 
services. 


The demand side of the national accounts was affected primarily 
by a 0.8 percent drop in private consumption. The fall in 
consumption was the result of a continued décline in the 
working population in the private sector and a reduction in the 
rate of increase of total remuneration to salaried workers, 
which grew 2 percent less than the rate of inflation. Public 
sector consumption grew by 2.4 percent due largely to increased 
public employment; however, public sector consumption is only 
13 percent of total consumption and therefore is not large 
enough to counterbalance the fall in private consumption. 


Gross capital formation fell by 5.6 percent, due largely to a 
sharp 98 percent reduction in inventories. The small inventory 
accumulation in 1981 should provide an opportunity for 
increased production in 1982 due to prospects for increased 
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exports. Investment in plant and equipment grew by 2 percent 
in 1981, largely because of investments in nuclear and coal- 
fired power plants as part of the implementation of Spain's 
National Energy Plan. This marked the second year of positive 
growth in fixed investment after 5 straight years of declines. 
This increase in investment was also related to an improvement 
in business profits after several years of profit squeeze due 
to higher energy, capital, and labor costs. 


The external components of demand were favorably affected by a 
7.1 percent growth in export volume and a 5.4 percent reduction 
in import volume. Exports in 1981 grew at double the rate 
registered in 1980, largely on the strength of the strong 
appreciation of the U.S. dollar against the peseta, which 
reduced the dollar cost of Spanish-made products, and the 
continued improvement in Spanish labor productivity, which was 
the one positive aspect of Spain's continued growth in 
unemployment. The fall in imports also reflected exchange rate 
movements, but to a much lesser extent than with exports. More 
important factors in the lower import volume were the drop in 
petroleum imports due to shifts to other forms of energy and 
the effects of weak domestic demand and stagnant manufacturing 
output (especially in the private sector). 


For 1982, the Government projects a 2.5 percent growth in 
economic activity stimulated primarily by expanding exports and 
increased activity in the service sector related to Spain's 
hosting of the 1982 World Cup Soccer Championships. On the 
other hand, a continued reduction in the salaried population 
will limit any increases in domestic demand; therefore, any 
increase in manufacturing output will have to come from 
increased export demand. Agricultural production should 
improve in 1982 and provide a moderate contribution to real 
growth; however, prospects are for continued decline in 
construction activity. 


FOREIGN TRADE AND PAYMENTS 


The 28-percent average appreciation of the U.S. dollar against 
the peseta between 1980 and 1981 makes trade and payments 
comparisons in dollars misleading. For example, when measured 
in pesetas, Spain's exports grew 29 percent in 1981 compared 
with 1980; but when measured in dollars, Spain's exports show 
zero growth, $20.6 billion in both years. This exchange rate 
factor should be kept in mind throughout the following analysis. 





= 
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Spain's trade deficit was reduced slightly in 1981 to $10.1 
billion compared with $11.7 billion in 1980. Imports in 1981 
totalled $30.7 billion and exports were $20.6 billion. Spain's 
traditionally strong performance in services, spurred by $5.7 
billion in tourism income, reduced the current account deficit 
to $5.0 billion compared with $5.2 billion in 1980. These 
dollar-denominated accounts mask the fact that there was 
actually a deterioration in Spain's external accounts in 1981. 
When measured in pesetas, Spain's 1981 trade deficit was 10 
percent larger than in 1980, and its current account deficit 
was 22 percent larger. 


On capital account, net long- and medium-term foreign borrowing 
was about $4.2 billion in both 1980 and 1981 although there was 
27 percent increase in this category when measured in pesetas. 
Spain's accounts were balanced by reserve drawdowns of $600 
million in 1980 and $750 million in 1981. At the end of 1981, 
Spain revalued its gold holdings from $42.22 an ounce to $298 
an ounce, increasing the value of total gold and foreign 
exchange reserves to $15.3 billion, equivalent to 6 months 
imports. This bookkeeping change added over $3.5 billion to 
Spain's reserve position. 


Informed observers estimate that Spain will draw down its 
reserves heavily in 1982, primarily because domestic 
corporations, burned by exchange rate fluctuations and high 
interest rates over the last 2 years, are not looking to 
foreign borrowing to finance long-term investments. One reason 
this is possible is that the domestic capital market has 
developed long-term financing instruments so that corporations 
no longer need external financing for investment projects as 
was the case in the past. These new domestic financing 
instruments were developed largely due to the innovative and 
beneficial influence of the foreign banking sector which began 
operating in Spain in large numbers in late 1978. 


Although it seems likely that a significant reserve drawdown 
will be needed to finance the balance of payments in 1982, 
external accounts are not yet a problem for Spain. Prospects 
for increased exports and lower energy imports should lower 
Spain's current account deficit to $4 billion in 1982. 
Improvement in the trade and current accounts is likely to 
continue in the near future due to to export expansion and 
reduced petroleum imports; therefore, large inflows of long- 
and medium-term capital will be less necessary to balance the 
total payments accounts. This trend will slow the increase in 
Spain's burgeoning $27 billion in external debt. 
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The United States remained Spain's largest single supplier in 
1981 providing 13.9 percent of total imports amd 21.5 percent 
of nonpetroleum imports. U.S. exports to Spain in 1981 of $4.5 
billion (the same as in 1980) gave the United States a larger 
share of Spain's declining import market. Spain's 1981 exports 
to the United States showed a spectacular 55 percent increase 
over 1980 when measured in pesetas. The dollar increase, from 
$1.1 to $1.4 billion, was a more modest 23 percent. The 
appreciation of the dollar spurred a resurgence of Spanish shoe 
exports to the United States and aided a spectacular increase 
in the exports of Spanish steel products. The portion of 
Spain's exports going to the United States increased from 5.5 
percent in 1980 to 6.7 percent in 1981. 


There was a significant shift in the destination of Spain's 
exports in 1981. In 1980, 50 percent of Spain's exports went 
to the 10 nations of the European Communities; this proportion 
fell to 43 percent in 1981. The shift in Spain's export 
markets went to the countries of the Middle East and North 
Africa (13.6 to 15.8 percent), Asia (10.1 to 12.3 percent), the 
United States (5.5 to 6.7 percent), and Eastern bloc countries 
(2.6 to 3.9 percent). Exports to Latin America were 10.4 
percent of Spain's total export in both years. While some of 
this trade shift can be explained by exchange rate movements 
(e.g., the peseta appreciated against the basket of EC 
currencies), a large part flows from the expansion of Spanish 
engineering, construction, and banking services abroad. As 
these service sectors increase their activities, merchandise 
exports follow. But while Spain is diversifying its export 
markets, its largest trading partners, in order of priority, 
are the United States, France, West Germany, and the United 
Kingdom. 


INVESTMENT 


Spain actively seeks new foreign investment, especially 
investment which will bring in new technology, provide 
employment in depressed areas, and increase exports. While all 
foreign investment is welcome, Spain will provide a range of 
investment incentives to proposals which meet the requirements 
outlined above. Between 1979 and 1981, net foreign direct 
investment in Spain averaged about $900 million a year, foreign 
portfolio investments (defined as less than 20 percent of the 
stock of a company) averaged $75 million, and foreign 
investment in real estate averaged about $600 million. Net 
foreign investments of all kinds have contributed an average of 
about $1.5 billion to Spain's balance of payments over the past 
few years. 





9 


As was mentioned earlier, domestic investment in plant and 
equipment rebounded, growing by 2.5 percent (in real terms) in 
1980 and 2.0 percent in 1981 after 5 consecutive years of 
decline. As is evident from the rapid drop in employment and 
rise in productivity, most of Spain's domestic investment has 
been in energy and laborsaving equipment rather than in 
expansion of productive capacity. While this type of 
investment does improve industrial efficency, it does not 
create jobs. This is why unemployment and job creation have 
become the central issues of Spanish economic policy. 


UNEMPLOYMENT 


Spain's unemployment exceeded 2 million in March 1982 or 15.92 
percent of the labor force. In addition more than 1.8 million 
jobs have been lost to the economy since 1974. The number of 
people employed in March 1982 was fewer than in December 195l. 
The twin problems of unemployment and job loss have been the 
Government's primary economic worry since September 1980. In 
June 1981 a National Accord on Employment (ANE) was negotiated 
between the Government, the employers confederation, and the 
two largest labor unions. The ANE became the centerpiece of 
the Government's economic policy for 1981 and 1982. Under the 
terms of this agreement, labor unions agreed to accept a loss 
in real wages on contracts negotiated during 1982 in return for 
a government commitment to maintain the level of employment. 
The Government agreed to adopt economic policies which would 
ensure that the level of salaried employment in December 1982 
would be no lower than that in June 1981. Since the signing of 
the ANE, the Spanish economy has lost 40,000 salaried jobs and 
122,000 total jobs. 


The Government's task, therefore, is to restore these jobs by 
December. The solution of the job loss, unemployment conundrum 
will undoubtedly be an issue in the next general elections 
which will probably take place within the next several months. 


WAGES AND PRICES 


Spain has suffered from 9 consecutive years of double-digit 
inflation; however, the annual rate of increase in consumer 
prices has dropped every year since 1977 from a high of 26.4 
percent to 14.4 percent in 1981. The ballooning inflation in 
Spain during the 1970's was the result of two basic factors: 
real wages (nominal wages discontinued for inflation) doubled 
during the decade and the prices of essential imports of 
energy, raw materials, and capital skyrocketed. 





The wage increases were largely the result of the political 
uncertainties associated with the decline of the Franco regime 
and an uncharted path toward democratic, constitutional 
monarchy faced by the country's leaders after Franco's death in 
1975. The result was that while in 1970 the average 
manufacturing wage in Spain was 20 percent of that in the 
United States, by 1980 Spanish wages were 40 percent of those 
in the United States. Employers, squeezed on one side by 
higher labor costs and on the other side by higher energy and 
capital costs, reacted by reducing new investments and shedding 
labor. This contributed to the slow economic growth and 
alarming job-loss phenomenon discussed earlier. 


Faced with this situation, labor unions, which were only 
legalized in 1977, have adopted moderate wage policies, 
accepting reductions in real wages in return for guarantees of 
job security. For 1982, the National Accord on Employment, 
which unions, employers, and the Government signed, calls for 
wage increase with a band from 9 to 1l percent. Through the 
first 5 months of 1982, contracts negotiated have yielded an 
average wage increase of 10.5 percent, a level significantly 
below the 13.5 percent projected increase in consumer prices. 


INDUSTRIAL ADJUSTMENT 


The Government of Spain has recognized that it must rationalize 
the structure of a number of its basic industries to be able to 
compete effectively in world markets. To achieve this 
objective, the Government has supported plans to restructure 
such sectors as carbon steel, specialty steel, textiles, 
footwear, domestic appliances, shipbuilding and automotive 
components. The plans generally provide subsidized financing 
for new investment, rescheduling of accumulated debt, 
elimination of duplicative facilities, and substantial 
reductions in the labor force. The Government provides 
temporary relief from income, turnover, and social security 
taxes to provide a breathing space for the affected companies 
to reorganize themselves and return to economic viability. 


ENERGY POLICY 


Spain is heavily dependent on imported oil, which accounts for 
about two-thirds of its primary energy requirements and 
one-third of its total imports. In the past, petroleum prices 
were subsidized for some products in order to stimulate 





industrial development. This policy was changed in mid-1979 
with the introduction of Spain's 10-year National Energy Plan 
whose philosophy was to moderate consumption by requiring all 
consumers to pay the real cost of energy and to shift the heavy 
dependence on petroleum to alternative fuels, such as coal and 
nuclear power. 


The energy plan has already begun to show results. Spain 
imported about 8 percent less oil in 1981 than in 1980. This 
was due, in large part, to a massive shift from fuel oil to 
coal in cement plants and thermal power plants. While domestic 
coal production has increased considerably to meet this new 
demand, Spain's coal resources are limited and a sizeable 
growth in coal imports will be needed to meet the objectives of 
the plan, which foresees coal imports increasing from 6.6 
million tons in 1981 to 15 million tons in 1987. This plan 
provides attractive opportunities for U.S. coal suppliers. 


CONCLUSION 


In summary, the Spanish economy is in transition. It is 
undergoing a structural adjustment process which, over the 
medium terms, should strengthen its ability to produce and 
compete in world markets. Unfortunately this process also 
brings with it considerable social costs, primarily manifest in 
joblessness. Structural adjustment to new conditions is not 
easy, especially for the political leaders who must make 
decisions which may adversely affect one sector of society or 
another. It is to its credit that Spain has already begun to 
make these decisions. Although more difficult choices still 
remain, Spain's forthright tackling of its past problems 
indicates that intellectual and material resources of the 
country are up to the tasks it faces in the future. 


IMPLICATIONS FOR U.S. BUSINESS 


The implications for U.S. business of the preceding portion, 
even in its best case interpretation, are mixed. Many U.S. 
firms joined others in establishing manufacturing subsidiaries 
in Spain when this country opened its doors to foreign 
investors in the 1950's to take advantage of the growth of the 
1960's or 1970's and get behind Spain's tariff walls or to be 
in place when Spain enters the European Community. One result 
has been that most industry sectors have too many, often 
inefficient, producers and over capacity. The growth rates of 
the previous two decades have all but 





disappeared and entry into the EC seems to lie nearer the end 
of the present decade than is officially conceded. Inflation 
and higher producer costs have dulled export prospects, and a 
slow domestic market, coupled with difficulties in dismissing 
redundant workers, has discouraged reinvestment. Since 1979, 
Monsanto and Woolworth, among others, have ceased operations in 
Spain while major investments by International Harvester and 
Guardian Industries, to name two, have been shelved. Still, 
during the same period, General Motors has invested well over 
$2 billion in an automobile manufacturing plant; Ford and Dow, 
for example, have substantially increased their level of 
investment; and U.S. banks and representative offices have 
grown from 1 to 13. 


For the new investor, a capital-intensive greenfield investment 
-- bringing a higher-than-existing level of technology, capable 
of occupying a niche in the Spanish market but retaining the 
potential for later, export led expansion -- seems the way to 
go. Acquisitions can be arranged, and many Spanish firms are 
for sale, but may bring the buyer more headaches than profit. 


The United States is a traditionally strong, well-regarded, 
supplier with over 13 percent of the import market. U.S. 


exports (FAS) to Spain through the first 4 months of 1982 were 
up 9.2 percent (FAS) in value and nearly double in volume over 
the comparable 1981 period. The latter factor is due largely 
to increased shipments of agricultural commodities while the 
stronger dollar (by 28 percent) meant the Spanish paid more per 
unit for fewer manufactured and semimanufactured items. 


For the remainder of 1982 and 1983, the best prospects for U.S. 
Sales, other than in agriculture, in the face of a continued 
strong dollar and a sluggish domestic economy, should be in 
areas where the United States holds a technological edge and 
occupies a recognized leadership position. Specifically, 
computers and peripherals, electronics and related components, 
new (alternate) energy source and energy rationalization 
equipment, and sophisticated security and safety equipment. 
Another area with good sales prospects is coal, where a modest 
gain in volume can be anticipated as the stronger dollar is 
offset in part by lower producer prices and a continuing trend 
away from petroleum. Fish and seafood offer -attractive and, as 
yet, relatively untapped possibilities but require adaptation 
to the Spanish taste. U.S. agricultural exports will remain 
strong, exceeding $1 billion (FAS), again led by feed grains 
(mostly corn) and soybeans. 





Commercial sales of defense-related items is an area with good 
potential for U.S. suppliers, particularly those offering 
coproduction and third-country sales packages, as Spain 
continues the modernization of its armed forces. 


In general, the U.S. businessperson should view Spain as a 
modern economy but one operating with its own pace and style, 
offering challenges as well as potential, and requiring, for 
sustained successful marketing, a resident representative. 
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